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The objective of this research is to analyze the
impact of the ATM on the management, strategies, planning,
operations and services of Hong Kong's banking industry
and the competition among individual banks. The authors
have tried to achieve this objective by reviewing the
development of the ATM in Hong Kong and, based on the
current situation and overseas experience, predicting its
future developments and its impact on Hong Kong's banking
industry. The whole research report is divided into six
chapters.
Chapter One presents the objectives and methodology
of this research. Basically, the study consists of an
extensive literature research and a series of in-depth
interviews with professionals from eight banks and a
computer company. Among the eight banks the authors have
interviewed, two are members of the Hongkong Bank Network,
five are participants of JETCO, while the remaining one,
The Bank of Canton Ltd., is an independent ATM operator.
The computer company the authors have interviewed has
captured over 90% of the market for ATMs in Hong Kong,
which clearly indicates the representative nature of its
opinions on the use of ATMs in Hong Kong.
chanter Two covers a review of the ATM in Hong
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Kong. It includes the development history of the ATM in
Hong Kong, the various objectives of banks for installing
ATMs, and an investigation of the reasons for its
unmatched success in this part of the world.
The impact of ATM services on Hong Kong's banking
industry is described in Chapter Three. Emphasis has been
placed on banks' strategies with respect to branching,
marketing and human resources management. Other issues
such as security, operating cost, transaction
characteristics, customer loyalty as well as computer
facilities have also been identified.
Chapter Four investigates the current trend of ATM
services in Hong Kong. The basic issues include the
expansion of the local networks, the performance of the
automated teller machine and its possible improvements,
the location of ATMs, and the ATM fee.
Based on the current trend presented in Chapter
Four, overseas development and experience in the field of
the ATM, and the unique culture and environment of Hong
Kong, the authors predict the future developments of the
ATM in Hong Kong and their impact on Hong. Kong's banking
industry in Chapter Five. The next few years will see a
greater variety of ATM functions, more ATMs. and many of
them located in non-bank sites, external in addition to
internal expansion of Hong Kong's ATM networks, greater
convergence of ATM card and credit card functions, and
even the emergence of plastic cards with built-in
microprocessors and memories. As a result of these
3
developments, the competition among banks will take a
different form and banking services will further expand
and evolve.
Finally, Chapter Six summarizes the results of our
research, and discusses the future evolution of ATM
services in Hong Kong.
4
ACKNOWLEDGMENTS
The authors are greatly indebted to Professor Jonn
L. Espy, our project supervisor, for his helpful guidance,
support and comments throughout the research.
We are also very much indebted to the professionals
from The Shanghai Commercial Bank Ltd., The Bank of East
Asia Ltd., The International Bank of Asia, The Standard
Chartered Bank, The Hang Seng Bank Ltd., NCR (Hong Kong)
Ltd., The Hongkong and Shanghai Banking Corporation, The
Chase Manhattan Bank, N.A., and The Bank of Canton Ltd.
(renamed to The Security Pacific Asian Bank Ltd. in April,
1988) who kindly gave us valuable information in the field
of the ATM and shared with us their professional opinions









TABLE OF CONTENTS v
Chapter
I. OBJECTIVES AND METHODOLOGY 1
1.1 Background 1
1.2 Problem Statement and Scope of Study 2
1.3 Methodology 3
1.3.1 Secondary Data Sources 3
1.3.2 Primary Data Sources 3
1.4 Problems Encountered 4
II. A REVIEW OF THE ATM IN HONG KONG 6
2.1 Introduction 6
2.2 Review of the Development History of the
ATM in Hong Kong 7
2.2.1 Stage 1Infant Stage 7
2.2.2 Stage 2: Rapid Growth Stage 8
2.2.3 Stage 3: Joint Network Stage 10
2.2.3.1 The JETCO Network 10
2.2.3.2 The Hongkong Bank Network 13
2.3 Objectives for Installing ATMs 14
2.3.1 Cut Operating Costs 15
2.3.2 Provide Better Banking Services 15
2.3.3 Reduce Counter Pressure 16
2..3.4 Be the Market Leader 16
2.3.5 Meet the Competition 16
2.4 Reasons for Success of the ATM in Hong Kong 17
2.4.1 Quick at Accepting New Technology 17
2.4.2 Good Promotion by the Hongkong Bank 17
2.4.3 Convenience 17
2.4.4 Fast Pace of Life 18
2.4.5 Small Area of Hong Kong 18
2.4.6 Cash Society 18
2.4.7 Machine Reliability 19
2.4.8 Instructions in Chinese 19
6
III. THE IMPACT OF ATM SERVICES ON HONG KONG'S
BANKING INDUSTRY 20
3.1 Introduction 20
3.2 Branching Strategy 20
3.3 Marketing Strategy 22
3.3.1 Promotion 22
3.3.2 Personal Selling at the Counter 23
3.4 Human Resources Planning 24
3.5 Security 25
3.6 Operating Cost 27
3.7 Transaction Characteristics 29
3.8 Customer Loyalty 29
3.9 Computer Facilities 30
V. CURRENT TRENDS OF ATM SERVICES IN HONG KONG 31
4.1 Introduction 31
4.2 Expansion of Local Network 31
4.2.1 The Hongkong Bank Network 32
4.2.2 The JETCO Network 32
4.2.2.1 Incompatibility of ATM Systems 33
4.2.2.2 Overloading of the Switching Centre 34
4.2.3 Banks' Attitude 34
4.3 Better Machine Performance 36
4.3.1 Possible Improvement 37
4.3.1.1 Faster Process 37
4.3.1.2 Function Specialization 38
4.3.1.3 Other Features 39
4.4 Location 39
4.5 ATMs in Vestibules 40
4.6 ATM Fee 41
V. THE ATM IN HONG KONG-AN OUTLOOK 42
5.1 Future Developments of ATMs in Hong Kong 42
5.1.1 Machine Characteristics 43
5.1.2 Potential Locations 47
5.1.3 Network Expansion 49
5.1.4 Card Functions 51
5.1.5 Number of Machines 53
5.2 The Impact of the Future Developments of the






The banking industry in Hong Kong has had a
positive attitude towards adopting advanced computer
technology. At the initial stage, computer applications
were limited to such internal operations as accounting,
data processing and data base management. With the
successful experience of using the technology and the
rapid development of electronic products designed for the
banking sector, banks were encouraged to enhance their
customer services with the concept of electronic banking.
Among various ways of realizing this concept, automated
teller machines (ATM) have been widely accepted by the
general public.
1.1 BACKGROUND
The growth of ATM services in Hong Kong has been
tremendous. In terms of ATM daily transaction volume,
Hong Kong has already surpassed New York and Tokyo and
ranks the first in the world. Over the past few years, we
have seen not only the increasing variety of convenient
banking services brought about by the rapid advancement of
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ATM technology, but also the unprecedented trend of
formation of joint ATM networks. The recent growth of the
JETCO network suggests that competition in ATM services
will become more intense in the coming years. The banking
industry in Hong Kong will change accordingly.
Undoubtedly, since its emergence, the ATM has had a
substantial impact on Hong Kong's banking industry. Its
extremely high market acceptance also indicates that its
future development will continue.
1.2 PROBLEM STATEMENT AND SCOPE OF STUDY
The rapid expansion of Automated Teller Machine
services in Hong Kong has introduced several
transformations in the banking industry. How the service
will develop in future is a topic worth studying. In
light of these issues, the writers identify the following
research objectives:
1. To review the development of ATM services in Hong
Kong
2. To analyze the factors that. lead to the rapid
development and high market acceptance of the ATM in
Hong Kong
3. To study the impact of the ATM on Hong Kong's.banks
4. To investigate the current situation of ATM services
5. To predict the future developments of the ATM in Hong
Kong and their impact on Hong Kong's banking industry
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The scope of the study is limited to the strategies
and operations of banks. The authors will not go into
details of the technical aspects of the topic. The
research was conducted using a qualitative approach with
the purpose of describing the current situation and
predicting future developments.
1.3 METHODOLOGS
Useful information' was mainly obtained from two
sources, that is, primary data and secondary data.
1.3.1 Secondary Data Sources
In order to develop a solid understanding of the
topic in which the writers are interested, it is necessary
to go through various secondary data sources which are
obtainable -from the libraries of the two universities.
Books can provide guidelines from which detailed research
can be carried out. Periodicals and magazines on banking
and computers are useful sources which can provide
information about the related events which happened
recently. Information concerning trends of ATM services
was obtained through newspaper articles and promotional
publications of the banks.
1.3.2 Primary Data Sources
To supplement secondary information with primary
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data, interviews with top executives specializing in tnis
field are certainly desirable. The in-depth interviews
were conducted in a semi-structured manner. The writers
had prepared some open-end questions and the interviewees
were requested to express their opinions. In order to
obtain opinions from different viewpoints, our target
interviewees (Appendix) came from the following types of
organizations:
i. Participants in ATM networks such as the Hongkong
Bank and the Standard Chartered Bank.
ii. An independent ATM operator.
iii. An ATM supplier.
1.4 PROBLEMS ENCOUNTERED
When the research was conauctea, some constraints
had been expected and most of them were out of the control
of the writers.
i. Literature and textbooks on the ATM are scarce. This
difficulty hindered the writers from establishing a
more solid understanding of the topic.
ii. Thus far, there exist very few publicly available
articles that are focused on the ATM in Hong Kong.
Rather, most of them are on a broader topic-
Electronic Banking in Hong Kong, in which, the ATM is
only mentioned briefly and studied superficially.
iii. Some information required in the research, especially
the statistical figures, is regarded as confidential
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data. It has been difficult for the writers to
obtain quantitative information from both sources.
iv. As our primary data relied solely on interviews, the
unwillingness of some interviewees to disclose
sensitive information resulted in difficulties in
information gathering.
6CHAPTER II
A REVIEW OF THE ATM IN HONG KONG
2.1 INTRODUCTION
Today, almost everybody in Hong Kong Knows wnaz an
ATM (Automated Teller Machine) is and in fact many people
have used this machine to withdraw cash. From the
viewpoint of the customer, the ATM is the most visible use
of computers in banking. Actually, it is currently the
most popular delivery mechanism in the retail banking
industry in Hong Kong. Nowadays, ATMs can be found
outside and inside banks, in Mass Transit Railway
stations, in Kowloon-Canton Railway stations, and even in
24-hour convenience stores. There are now totally about
1,200 ATMs in Hong Kong. Considering that Hong Kong has
an area of only 1,070 square kilometers and a population
of 5.7 million, this means that there is one ATM per 4,750
people and for every 0.9 square kilometer in Hong Kong.
In terms of transaction rate, ATMs in Hong Kong rank the
first in the world. The rapid growth and high market
acceptance of ATMs in Hong Kong has been a surprise to
many bankers. Whether ATMs have come to saturation and
what impact they have had and will have on Hong Kong's
7
banking industry are worth analyzing.
Before discussing the impact of ATMs on Hong Kong's
banking industry, we will review the history of the
development of the ATM in Hong Kong.
2.2 REVIEW OF THE DEVELOPMENT HISTORY OF THE ATM
IN HONG KONG
2.2.1 Stage 1: Infant Stage
The first ATM in the world appeared in 1971. 1t
was installed in the United States by Citizens and
Southern National Bank in Atlanta. (1) Seven years later,
Hong Kong's first ATM appeared. It was actually an
automatic cash dispenser used for cash withdrawal only and
it was installed by Chartered Bank (renamed to Standard
Chartered Bank in 1984).
In 1979, the Hongkong Bank also started providing a
24-hour automatic cash dispensing service. At that time,
each card holder had to have at least $400 in his account
and the daily maximum withdrawal limit was $200. By 1980,
the Hongkong Bank had about 30 cash dispensers in service.
(2)
Because the limited function of automatic cash
dispenser could not satisfy the needs of the banks'
(1) Computer-Asia, April 1982, p.35.
(2) Hongkong and Shanghai Banking Corporation Annual
Report 1979, p.6.
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customers, full-service ATMs appeared soon. in laze ly/y,
the Chartered Bank installed the first full-service ATMs
at its main office in Central and* at Ocean Terminal in
Tsimshatsui. In addition to cash withdrawal, these ATMs
also enabled customers to do balance inquiries and inter-
account transfers and provided customer advice slips after
each transaction. Because of the lack of public awareness
and limited promotion, the market acceptance of the ATM
was only moderate at that time. Seeing that there were
excellent opportunities for ATM services to grow in Hong
Kong, the Hongkong Bank installed its first ATM called ETC
in March, 1980. Followed by a series of intensive
promotion campaigns, the ETC was widely accepted and well
received by the public. Since then, the number of ETC
machines has increased phenomenally. By the end of 1980,
85 ATMs had been installed and 330,000 of the Hongkong
Bank's customers had become ETC card holders. (3) The
Hongkong Bank's success marked the beginning of the rapid
growth stage of the ATM in Hong Kong and its market leader
position in ATMs had been established.
2.2.2 Stage 2: Rapid Growth Stage
The Hongkong Bank's successful experience in using
ATMs in 1980 aroused many other banks' interest and
prompted them to seriously consider the provision of
(3) Hongkong and Shanghai Banking Corporation Annual
Report 1980, p.10.
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similar services. The next two years znus saw tine rapiu
growth of the ATM. In 1981, ATM services became more and
more popular and by the end of the year, there were
already six banks offering ATM services and at least five
other banks had started their own ATM projects. (4) In
this year, the Hongkong Bank's ATM services continued to
grow and by the year end, it had a total of 181 ATMs in
service, more than double that in 1980. In those areas
with high pedestrian traffic, its ATMs were fully utilized
during the peak period. (5) The market then called for
more ATMs.
In view of the rapidly growing market demand and
surprising popularity, the Hongkong Bank continued to
invest heavily in ATMs. By early 1982, its ATMs had
already become among the most heavily used in the world
and handled 1.5 million transactions a month. (6) The
trend pointed to further phenomenal growth. By the end of
1982, the Hongkong Bank's ATMs had increased to 261. (7)
On the other hand, realizing that their customers
increasingly desired ATM services, local Chinese banks
gradually increased their investment in ATMs. For
example, by March 1982, the Shanghai Commercial Bank
(4) R. J. Wild, Electronic Banking: The Only Way Out,
Hong Kong Review, 1981, p.33.,
(5) Hongkong Shanghai Banking Corporation Annual Report
1981, p.20.
(6) Computer-Asia, April 1982, p.35.
(7) Hongkong Shanghai Banking Corporation Annual Report
1982, p.16.
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already had 20 while the Bank of East Asia had 10 ATMs in
service. (8) In addition, with the opening of the Tsuen
Wan line of the Mass Transit Railway'in 1982, 16 more ATMs
were added to the Hang Seng Bank's branches inside the
stations.
Undoubtedly, since the emergence of the first ATM
in Hong Kong, the market response had been very promising.
With the Hongkong Bank setting the trend in 1980, 1981 and
1982 had witnessed very fast growth and the public was
becoming more and more familiar with ATMs.
2.2.3 Stage 3: Joint Network Stage
2.2.3.1 The JETCO Network
In early 1982, realizing that it was ditticult for
their ATM services to compete with Hongkong Bank's 200-
strong ATM network, some smaller banks thought of the
formation of a joint ATM network in order to provide more
ATM outlets for their retail customers. This network was
later named as JETCO and it was founded by four local
Chinese banks, namely the Bank of East Asia., the Shanghai
Commercial Bank, the Wing Lung Bank and the Chekiang First
Bank. The leader of them was the Bank of East.. Asia.
The idea of the JETCO network was initiated from
the four banks' understanding that with their limited
number of branches and capital, no single individual bank,-
(8) Asian Computer Monthly, March 1982, p.17.
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leader position of the Hongkong Bank's mighty ETC network.
With a group of banks pooling their resources together,
however, the situation could be changed. A more extensive
rival network could be established at a reasonable cost to
each of the participating banks. In addition, with a
joint ATM network, the participating banks can enjoy
economies of scale of marketing and distribution. This is
especially important for small and medium size banks.
Obviously,. forming a joint ATM network was no easy
matter. There were many factors to consider and barriers
to overcome. Fortunately, the technical barrier was not
too great as the Bank of East Asia, the Shanghai
Commercial Bank and the Wing Lung Bank all used NCR
mainframes. This machine compatibility minimized the
technical problems involved in linking the banks to a
shared group of ATMs. Since use of NCR ATMs does not
imply use of NCR computers, being a Burroughs mainframe
user at that time, the Chekiang First Bank needed only to
install NCR ATMs without having to replace its Burroughs
computers.
In forming a joint ATM network, the most important
thing required is a dedicated system to control the
network and ensure that transactions are correctly routed
to the individual banks. In the case of JETCO, the
network is called a Switch type of network and the-
dedicated control system is located in a Switching Center
which links all member banks to form a network. When a
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customer does a transaction on a JETCO ATM, the
information is transmitted to the Switching Center for
processing before it is directed to the computer system of
the individual bank which issued the card. Once the
message of this transaction is processed and verified by
the computer system through access to the bank's data
base, a message will be passed bank through the Switching
Center to the ATM and the transaction will be effected
thereafter.
The last major issue to deal with was on
responsibility for the network. A decision had to be made
on whether one of the network participants should be fully
responsible for the network in addition to its own in-
house computer installation, or whether a separate
computer installation should be established independent of
any member bank. Finally, partially for security reasons,
a separate company called Joint Electronic Teller Services
Limited was established and the JETCO network went into
live operation in September 1983. From this time onwards,
a customer can use a single ATM card to do transactions on
any ATM belonging to the network.
Because of its ability to allow its members to
expand their geographic coverage to serve customers
electronically, which in turn enables customers to have
access their cash from any ATM of the network, JETCO has
proven a success. It has grown very rapidly since its
formation in 1983. With initially four participants. and
about 60 ATMs, (9) by 1984, it had grown to a network of
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over 18 banks, including Chase Manhattan and the banks in
the Bank of China Group, with about 300 ATMs. (10)
Another major event to JETCO happened in August 1987 when
Standard Chartered Bank joined the network as the 29th
member, adding 144 ATMs to JETCO and making it the biggest
ATM network in Hong Kong.
At present, JETCO has 35 participants in which five
of them are founder banks, the four earliest participants
plus the Bank of China, while the rest are member banks.
Only representatives from the founder banks are eligible
for the position of Chairman of Board of Directors. The
network has extended to neighboring regions such as Macau,
Zhuhai and Shenzhen, and has a total of 610 ATMs.
Currently, many non-participants of JETCO have shown
interest in joining the network. However, some of them
cannot do it quickly as they use non-NCR ATMs.
Nevertheless, JETCO is expected to continue to grow and
get the participation of most of the remaining ATM banks.
2.2.3.2 The Hongkong Bank Network
As a market leader in retail banking, the Hongkong
Bank also realized the benefits of forming a joint ATM
network to provide greater convenience to its customers.
Therefore, it formed a network with the Hang Seng Bank,
its subsidiary, in 1983. By September 1983, the network
had a total of 450 ATMs in 386 locations. (10)
(9) Asian Finance, 15th November 1983, p.56.
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Currently, the network has 510 ATMs, of which 370
belong to the Hongkong Bank. Although this network has a
fewer number of ATMs than that of JETCO, its outlets at
MTR stations, where the passenger traffic is very high,
have given it a competitive advantage over JETCO.
Therefore, the difference of 100 in total number of
machines has not given rise to a clear win-lose situation.
The joint network stage has not passed yet as more
banks are expected to join either network in the near
future. However, stage 4 may have already begun
unnoticed. In the later chapters, the current trend and
predicted future development of ATM in Hong Kong will be
discussed.
2.3 OBJECTIVES FOR INSTALLING ATMs
When banks consider installing ATMs, they certainly
have some objectives they want to accomplish. Although
different banks may have different objectives depending on
their unique characteristics and strategies, some of the
objectives are common to almost every bank. In this
section, various objectives of banks for installing ATMs
will be discussed.
(10) Computer Banking- Asian Finance, 15th September
1983, p.62.
152.3.1 Cut Operating Costs
This objective has been cited by most or the Danis
we have interviewed. With the installation of ATMs, a
bank can retard its rate of recruiting new tellers to
handle the increasing volume of transactions. In
addition, because an ATM is only composed of a machine
attached to a safe, it occupies less space than it would
be if the transactions are to be done by tellers. This
space saving leads to a saving in rent which is very
expensive in Hong Kong.
Some banks disagree with the notion that ATMs can
cut costs because of the additional computer staff and
telecommunication network that have to come along with the
expensive ATM which costs about US$30,000 per unit.
However, all banks agree that in the long run, ATMs can
enable better cost control and stabilize ever-rising costs
in branches.and backroom operations.
2.3.2 Provide Better Banking Services
Since an ATM can provide 24-hour banking services
which in turn enables customers to do transactions after
banking hours, it gives customers convenience and
flexibility in choosing the time to do transactions.
Besides, because the ATM can complete a transaction within
a short and predictable time, customers can avoid waiting
in a long queue for services without having any idea about
how long he has to wait.
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2.3.3 Reduce Counter Pressure
ATMs can perform routine transactions such as cash
withdrawal, balance inquiries and inter-account transfers
which in the past were all done by tellers at counters.
In this respect, ATMs can reduce counter pressure
resulting from the increasing number of transactions.
2.3.4 Be the Market Leader
When the Hongkong Bank introduced ETC in 196u, one
of its objectives was to secure its market leader position
in the retail banking market. This objective is only
possible for those banks with a huge capital backing for
research and development.
2.3.5 Meet the Competition
After the Hongkong Bank had introduced ETC, the
market response was extremely promising. Customers of
other banks started requesting their bankers to provide
similar services. Since the successful experience of the
Hongkong Bank had laid the groundwork and educated the
public about ATMs, other banks could eliminate.-their worry
about market acceptance when they considered installing
them. As a result, in order to satisfy customers' needs,
secure existing accounts and meet the competition, many
banks followed the Hongkong Bank to provide ATM services.
17
7_d REASONS FOR SUCCESS OF THE ATM IN HONG KONG
The success of the ATM in Hong Kong was well beyond
the expectation of many bankers. In this section, the
major factors contributing to this success will be
r i nil sccd_
2.4.1 Quick at Accepting New Technology
With the rising educational level of the population
in Hong Kong, the people here are sensitive to new
technologies and eager to learn to use them. Therefore,
when ATMs were first introduced, the public, especially
the youngsters, were very interested in the new electronic
services and many tried to use them.
2.4.2 Good Promotion by the Hongkong Bank
When the Hongkong Bank introduced ETC in 1980, its
series of intensive promotion campaigns had a great impact
on the society. These campaigns had successfully aroused
the interest of the public and educated them on the
concept of automated teller services. With this strong
groundwork, the high market acceptance of. the later
introduced ATMs was not a matter of coincidence.
2.4.3 Convenience
With the 24-hour banking services made possible'by
the ATM, customers can enjoy unprecedented convenience.
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This advantage is especially valuable when customers
urgently need cash after banking hours.
2.4.4 Fast Pace of Life
Hong Kong is famous as a fast moving society.
People here are very time conscious, as they strongly
believe that time is money. With a short and predictable
transaction processing time, ATMs can well satisfy
beoDle's needs for fast banking services.
2.4.5 Small Area of Hong Kong
Hong Kong is a small place with only l,uiu square
kilometers of land. This small area enables a shared ATM
network to develop much more easily than in other
countries as the telecommunication network can be more
easily built. With these large ATM networks, the services
provided become more accessible to the customers and thus
greatly enhance ATM utilization. On the other hand,
because of the large population in such a small area,
there is much higher pedestrian traffic than in other
countries, such as the United States. This further
facilitates the ATMs' utilization rate.
2.4.6 Cash Society
Although the popularity of credit cards has grown
in the past few years, Hong Kong is still a cash society.
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Most people still feel more comfortable using cash to pay
bills. Besides, since almost everybody can apply for an
ATM card while credit card holders must have a certain
level of income, the ATM's importance and popularity is
easy to understand.
7 a 7 Machine Reliability
The ATMs in Hong Kong nave been very re-Liao-Le.
There have been very few faults related to ATMs and out of
these faults, many of them are in fact not due to the
machines themselves. Common faults are the insertion of
an MTR ticket by a customer instead of an ATM card,
breakdown in the telecommunication linkage between an ATM
and the bank's computer system, and breakdown in the
bank's computer system. The reliability of ATMs has
increased card holders' confidence in the machine and
encouraged higher ATM utilization.
2.4.8 Instructions in Chinese
One of the major factors behind the success of ATMs
in Hong Kong has been their ability to give instructions
in the Chinese language. Since a substantial portion of
the older population in Hong Kong does not know English,
the Chinese instructions can overcome their language
barrier and encourage their use of ATMs.
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CHAPTER III
THE IMPACT OF ATM SERVICES ON HONG KONG'S
BANKING INDUSTRY
3.1 INTRODUCTION
ATM services have been widely accepted by the
general public. It is expected that banks will continue
improving their quality of service in order to maintain
competitiveness in the market. The rapid expansion of ATM
applications certainly has some influence on a bank's
management and operations. This chapter will focus on
investigating the impact of the ATM on Hong Kong's banks
in several aspects. However, in some cases, it is
difficult to have a definite judgment on whether each
effect brings a benefit or causes a loss to the banks.
3.2 BRANCHING STRATEGY
Janis en]oyea rapia expansion in the 19/u-s. New
branches were opened at a rate higher than before, and
existing branches were enlarged to accommodate more
counters. With the introduction of ATM services in the
early 80's, banks revised their branching strategy to a
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certain extent. As traditional transactions like cash
withdrawal and balance enquiry could then be done by ATMs,
the increasing demand for banking services at counters
from the public could partly be offset by the capability
of these machines. In this way, the ATM helps ease the
problem of branch overloading. Pressure on either
expanding existing branches or opening new branches in the
same district could be reduced.
On the other hand, the bankers the writers talked
with in interviews have the common opinion that the ATM
plays no part in the decision of developing business in
districts where they have not operated any branches. In
other words, they would not consider opening new branches
just because the need for ATM services at a particular
location has been identified. Instead, their branching
strategy is regarded as a part of their long-term business
plan.
Another recent development is that some mini
branches have been established. Instead of providing full
services, these branches, equipped with ATMs, only allow
customers to do certain conventional transactions. The
major objectives of this development are to reduce the
workload of the main branches and at the same time, to
increase the coverage of the banks' branch network. Since
the maximum number of counters in a mini branch is usually
limited to three, the ATM plays a significant role in-
handling daily transactions. In other words, opening mini




It is likely -that banks will formulate and
implement different marketing programs depending on such
factors as the availability of resources and the
characteristics of the target market segment. This is why
the impact of the ATM on marketing strategy is not the
same for all banks. In this section, the discussion will
concentrate on two aspects of the strategy, namely,
promotion and product selling at counters.
3.3.1 Promotion
The idea of ATM service was first introduced and
realized in Hong Kong by the two large banks, that is, the
Hongkong Bank and the then called Chartered Bank. In view
of their strength and resources, they decided to implement
extensive promotion campaigns for this new product. In
fact,. the high acceptance of the automated service can be
attributed to the deeply penetrated promotion at the early
stage.
Small banks, particularly those owned by local
Chinese, usually take a conserv._ative-approach in promoting
their products. Their advertisements often have the main
theme of maintaining their long established image and
business style. They emphasize customer relationships'in
addition to offering a full package of banking services.
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Even when they launch a new product, like ATM service,
they would not put much resources on marketing this single
item. Some of these banks believe that the ATM itself is
not their major service but only allows them to retain
their present customers. As a re u-t, no heavy promotion
from these banks has been observed after their ATM
installations.
Today, ATM service is so widely accepted and common
that even large banks no longer put much ..effort into
promoting the service. Moreover, services of retail
banking are highly diversified and the industry is
competitive. Banks need to innovate and to introduce new
services from time to time. Merely emphasizing a single
service can no longer attract new customers and retain'
current customers. The focus of promotion has been
shifted to other more important products such as property
mortgages and various forms of deposits and credits.
3.3.2 Personal Selling at the Counter
Large ianxs nave Aroaa customer gases ana extensive
branch networks. With the increase in the number of
customers and the reduction of branch growth rate, the
daily transaction volume still stays at a high level and
the work load of tellers remains somehow the same. In
some branches located in busy districts, queues can always
be seen, even though all counters are in operation. It
can be said that even though ATMs can substitute for
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tellers in processing some routine transactions, tellers
are not expected to take up any duty related to personal
selling. In fact, large banks have trained specialized
marketing teams which are assigned to each branch to
enhance customer service.
Unlike large banks, some banks serve only a
comparatively small market segment. Customers are
accustomed to completing transactions at the counter
without waiting too long. As the ATM can shift the
processing of some basic transactions from the counters,
tellers have even more time to communicate with their
clients. Moreover, these banks emphasize very much the
relationship between their tellers and their customers.
As a result, more personal cross-selling at the counter
becomes possible, which can be regarded as a benefit
brought about by the ATM to smaller banks. However, there
is a trade-off because banks may lose the potential of
establishing connections with more customers as they are
attracted out to the street by the ATMs.
3.4 HUMAN RESOURCES PLANNING
Although the ATM can assume most of. the basic
functions of a teller, the importance of human interaction
at the counter keeps on increasing as customers demand
more sophisticated banking services and enquiries.
However, the capability of the ATM can more or less allow
banks to keep the growth of tellers' number at a steady
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rate despite the rapid growth of transaction volume.
Concerning the job nature of tellers, most bankers agree
that there have been some changes in*this aspect. Tellers
are required to handle more complicated transactions as
banking services become diversified. Therefore, more
training has been provided for the tellers so that they
can cope with their new responsibilities. In spite of the
reduction in carrying out routine tasks which can now be
done by ATMs, there is no significant effect on job
satisfaction of the tellers because their work load is
still heavy.
To provide an efficient automated service round-
the-clock, banks need to maintain a team of technical
staff who are responsible for monitoring the operation of
all ATMs located in Hong Kong and the central control
unit. The huge investment in computer facilities enables
further development of the ATM, which in turn pushes the
pace of expanding the team even faster.
3.5 SECURITY
Each ATM operates 24 hours a day without being
monitored by the bank's staff all the time. Also, a large
amount of cash is usually stored inside the machine so as
to reduce maintenance frequency. It is, therefore,
vulnerable to various kinds of vandalism and fraud. In
Hong Kong, such security problems have not been very
serious, partly because of its geographical
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characteristics. The densely populated environment
together with the fact that ATMs are located at high
traffic areas make it difficult for vandals and thieves to
carry out their activities without being noticed by other
people. Moreover, banks do not consider security as a
major problem in view of the strong structure of each ATM.
The bank wall is the first means of security whereas the
alarm system and the safe offer vital physical protection.
Suppliers of ATMs point out that thieves cannot break
through into the. central part of an ATM without using
different tools. Also, detecting devices are mounted at
all openings, namely, card slots, envelope dispenser,
customer advice slip slot, note dispenser and depository
slot. The casing of the ATM is made of a strong material.
However, there have been reports of people sticking the
dust screen and blocking the openings with chewing gum or
sealing tape. Some banks have even formed patrol teams to
ensure that all of their ATMs are in proper condition.
On the software side, each on-line ATM is linked to
the database of the bank's mainframe computer. Data
security and robbing accounts with stolen or lost cards
are problems banks have to handle. Electronic data
transmitted to and from an ATM are treated in a strictly
confidential way. All data are encoded by computer in the
transmission process. It is almost impossible for anyone,
even computer professionals, to understand the codes
without the use of a decoding handbook in case the
information is really stolen electronically through the
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telephone line. In order to ensure the conriaentiality or
the coding system, banks frequently alter the codes and
keep the decoding handbook in separate parts held by
several bank officials.
Another crime involving the ATM is theft by using
stolen or lost cards. Banks have attempted several
actions to minimize the possibility of the occurrence of
this unlawful activity. Records of Personal Identity
Number (PIN) are regarded as highly confidential
information, and only a few bank staff are permitted to
have access to them. Educating customers on keeping their
PINs and cards separately is another measure. Customers
are advised to destroy any written record of their PINs
and not to use trivial number serials as their PINs. Any
card loss can be reported to the bank through a 24-hour
hotline service so that the bank can take immediate action
to terminate the validity of the lost card.
3.6 OPERATING COST
Many banks believe that it is difficult to measure
the change in operating cost before and after the
installation of an ATM. The ATM is only ..one of the
numerous factors that can influence the magnitude of a
cost item. In general, banks can save some expenses on
hiring and training tellers and operational staff who are.
responsible for turning written transaction records into
electronic data. Rental expenses can be reduced as a
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result of less pressure on branch enlargement and opening
new branches. On the other hand, banks need to increase
the amounts of money spent on the salaries of their
computer staff. Machine depreciation and maintenance
cost, which now stands at US$3,000 annually, are the extra
expenses banks have to take into account. However, over
the long-term, the cost per transaction done by an ATM
will definitely be lower than the cost of a manual
transaction. High utilization and machine efficiency
relative to that of humans are major reasons for the lower
cost.
Another- type of operating cost arises after banks
join together to form a shared network. Whenever
cardholders of a bank complete transactions at ATMs of
another member bank, the card issuer has to pay a certain
amount for the reciprocal service to the other bank.
Currently, the pay scheme of the JETCO network is, based
on each transaction, $2 to JETCO company as an
administration fee and $3 to the service-provision bank.
Under this system, banks having a large number of ATMs may
even receive extra income whereas banks with only a few
ATMs have to increase their expenses in addition to normal
machine operating cost. To reduce this amount of charge
due to reciprocal transactions, small banks need to either
control the number of cardholders or install. more ATMs to
increase the utilization rate.
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3.7 TRANSACTION CHARACTERISTICS
With the introduction of ATM service, the banking
habits of the general public have changed gradually. In
the past, people used to withdraw a large sum of money at
one transaction because they could not afford to spend
much time on visiting their banks during working hours.
The convenience of the ATM service now allows cardholders
to carry out various kinds of basic transactions at any
time and location even after banking hour. As a
consequence, the transaction volume has increased
significantly in the past few years while the average
amount involved in a transaction has decreased. In spite
of the lower transaction amount, the maximum daily
withdrawal limit has been raised with a view to improving
ATM services' and considering the inflation effect. To
cope with the increase in transaction volume, banks have
to allocate more resources so as to maintain the
efficiency and accuracy of their operations.
3.8 CUSTOMER LOYALTY
At the beginning stage, the ATM could..be regarded
as a means to attract more customers. People would
consider switching to another bank just because it offered
this convenient and innovative service. To maintain-
customer loyalty, banks did not hesitate to launch their
ATM installation plans. As more and more banks have their
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24-hour service, the attractiveness of the ATM is reduced
substantially. Today, banks are no longer able to retain
their current customers by only providing ATM service.
More innovative banking products have to be created and
marketed in order to ensure the competitiveness of the
banks.
Most of the ATMs are installed through the wall of
a bank's branches or at some non-bank outlets. Many
customers are thus forced out to the street to carry out
transactions. The chance of having interaction between
tellers and customers is thus reduced. As human
relationships can be considered as a factor leading to the
enhancement of customer loyalty, it can be said that the
opportunity cost of providing a convenient automated
banking service is the loosening of the tie between
customers and banks.
3.9 COMPUTER FACILITIES
One of the prerequisites of ATM development is the
capacity of the computer which controls the on-line
machines. Banks thus need to keep on allocating various
kinds of resources to its computer equipment .,and related
supporting items like communication devices. As a
computer installation is a huge long-term investment and a
significant return cannot be obtained in the short term,




CURRENT TRENDS OF ATM SERVICES IN HONG KONG
4.1 INTRODUCTION
There is no doubt that banks in Hong Kong will
offer more and more services with the use of advanced data
processing technology. After the proliferation of ATMs
over the past few years, the growth of this convenient
banking service will enter another stage, as long as the
demand from customers continues to increase. However, the
trend in the forthcoming years will stem from the current
situation which itself has been changing rapidly. This
chapter will discuss some issues of the present situation
to serve as a starting point for predicting the future
evolution.
4.2 EXPANSION OF LOCAL NETWORKS
Currently, most of the ATM transactions are
processed by the two giant networks managed by the
Hongkong Bank Group and JETCO. There are still some
independent operators, and a small network jointly formed
by Banque Indosuez and Banque Nationale de Paris.
32
4.2.1 The Hongkong Bank Network
As the Hongkong Bank Group, including The Hongkong
Bank and Hang Seng Bank, has the dominant position in the
local banking industry and will continue to develop its
own business in various areas, it is unlikely that other
banks will share ATM facilities with the leader in the
future. To maintain its leading position, the Hongkong
Bank Group will certainly introduce more.. innovative
services at its ATMs. The size of the network will expand
at a steady rate as the Bank opens up new branches and
relocates its existing ones to larger premises. However,
Mr. Parker, Product Manager of The Hongkong Bank, remarked
that ATM services have gradually reached the maturity
stage of the product life cycle and new forms of
electronic banking will emerge soon.
4.2.2 The JETCO Network
JETCO has adopted an open policy of enlarging its
shared network in order to compete with the ETC and Hang
Seng Card network. Sometimes it even takes the initiative
to approach other banks to invite them to join-the system.
On the other hand, the findings of the research interviews
reveal the fact that most of these banks show a strong
interest in becoming a JETCO member. They believe that
their competitiveness will be significantly strengthened
as their services can be extended geographically to almost
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every corner of Hong Kong. Also, the operating cost can
be reduced when the system is operated on an economical
scale. Therefore, it is not surprising that JETCO has
surpassed the Hongkong Bank to become the largest ATM
network in Hong Kong as a result of its effort to pool the
available resources of banks together. Even those banks
having no ATMs at present are likely to make a late start
in order to survive in the highly competitive retail
banking sector.
4.2.2.1 Incompatibility of ATM Systems
Before the expansion of JETCO can go ahead
smoothly, several problems have to be overcome. One of
them is the incompatibility of some individual ATM systems
with that of the JETCO network. Although more than a 95%
market share of supplying ATM. equipment has been captured
by NCR, some banks are still using products manufactured
by other vendors like IBM and Toshiba. These non-NCR
customers can enjoy the benefits of the shared network
through, two ways. The first method is to purchase
specially designed software and hardware which--a-l-low--the
two incompatible systems to communicate with each other.
The other possible means is to replace the entire system
with NCR products. As both choices involve huge
investments, some banks, particularly those banks having
small customer bases, are unwilling to make this capital
outlay. In other words, the problem of system mismatch
still is one of the barriers to the further expansion of
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the JETCO network.
4.2.2.2 Overloading of the Switching Centre
There has been a tremendous growth in the daily
transaction volume since JETCO was formed in 1984 as the
number of member banks increased to 35 by the end of 1987.
Ncting as a switching center to link up all members
together, the control system of JETCO has been overloaded,
especially at peak hours, for example, in the evening when
all banks are not in service and many people are just
leaving their working places. The situation gets even
worse because new members bring in more machines and the
current members continue to expand. As a result, the
communication paths among members through the switching
center may be jammed. This technical problem requires
JETCO to upgrade the capacity of its computer facilities
before it can accept more applications for entering the
cartel.
4.2.3 Banks' Attitude
Banks have different opinions on the issue of
further expansion of ATMs in Hong Kong. Those who have
joined the two major networks will certainly enhanpe this
convenient service in terms of numbers of machines. Their
willingness is partly attributed. to the ever increasing
market competition and more demand from customers who get
accustomed to using ATMs. Another reason is that further
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expansion can result in nigner utilization or zne
expensive system, which in turn will reduce the operating
cost per transaction. Moreover, for a JETCO member, more
machines mean that there will be more transactions carried
out by other banks' cardholders at its ATMs and on the
other hand, the need for its customers to use other banks'
equipment will be lowered. Under the present agreement
among members, the further expansion may not only lead to
paying less service charge but also to having the
opportunity to receive some revenue.
However, some independent operators would prefer
maintaining the present status to having any form of
cooperation with JETCO. The major reason behind this
decision is that it would require a large investment for
modifying its ATM system to make it compatible with
JETCO's NCR network. Another factor that must be
considered is the increasing entry fee, which is in the
magnitude of millions of dollars. Of course, the cause
may be due to the fact that the bank's focus of business
is not on retail banking.
At present, there is a third shared network run by
two foreign banks. The question as to whether there is
the possibility of the emergence of. a third sizable
network, however, has already had a definite answer. All
the bankers contacted by the authors thus far have the
common opinion that it is impossible for such a small area
like Hong Kong to support another large joint network.*
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4.3 BETTER MACHINE PERFORMANCE
There are many ways to improve the present ATM's
performance. But how far the change will proceed depends
mainly on three parties, that is, the machine vendors, the
banks and the customers. Only after the supply side and
the demand side are matched can the development of ATMs go
further.
The force that drives the improvement of ATM
services originates from the machine suppliers. In other
words, when and what new models will be introduced depends
on the progress of research and experiments carried out by
them. To maintain and gain market share, the suppliers
will undoubtedly continue to replace old models with
better lines of product.
The banks' willingness to install new machine
models will affect the pace of adding more features. As
enormous resources in terms of time, money and people are
required for implementing any changes, the banks will
adopt a prudential approach to plan for future
development. Other considerations to be taken into
account include customers' demand, cost justification, the
need to educate customers on using new features and so on.
However, banks are forced to some extent to install new
models as a result of intense competition and the need for
machine replacement after years of operation of the first
batch of ATMs purchased in the early 80's.
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4.3.1 Possible Improvements
Currently, the basic functions performed by





statement and cheque book requests
changing personal identification number (PIN)
updating account passbook
4.3.1.1 Faster Process
While the pace of ATM expansion will be steady, the
demand for this electronic service will increase at a high
rate. The number of transactions done by the machines
will surely continue to increase rapidly. To satisfy the
cardholders' purpose of using ATM, that is, to complete
their banking transactions as fast as possible, the ATM
network, as a whole has been upgraded so that the
processing time can be shortened as much as possible. As
one of the most frequently used functions is cash
withdrawal, a modification of this operation has been
made. Some ATMs located at busy areas have been equipped
with the quick cash option which allows users to go
through fewer steps before they will receive a fixed
amount of money. As a result, customers' waiting time can




Some functions of the ATM iixe tunas transfer
between accounts take a longer time to complete, which
slows down the transaction flow and lengthens the queue.
In addition, the relatively complicated procedures of
these functions explain why their utilization is low
compared with those basic transactions such as cash
withdrawal and balance enquiry. This implies that banks
may not have to offer full options at all ATMs but need
only provide several commonly chosen functions. One
consequence of the function specialization may be the
further reduction of cardholders' queuing time. While
some banks agree to this change, those who raise
objections point out that the specialization will restrict
the types of transaction that will be available to
customers, which in fact, will result in a setback on the
road to providing more banking services through ATMs.
Thus, banks are still giving a thorough consideration to
this proposed change. Probably, both specialized and
full-service ATMs can co-exist as customers have different
needs. In high pedestrian traffic districts, the demand




In addition to shortening the processing time and
simplifying operating procedures, new ATM models have
been designed with more visual and audio devices to help
users operate the machines. Recent development enables an
ATM to show color graphics and generate sound, which
becomes an interactive terminal guiding users to follow
the necessary steps. However, some banks do not show a
strong interest in installing these features.. because the
operating time will be longer. They believe that public
acceptance will be low because customers require high
efficiency of the process rather than fancy attractions.
4.4 LOCATION
The extension of ATM services to non-bank outlets
is not new to Hong Kong people. In late 1980, the Hang
Seng Bank took the lead and installed the first batch of
ATMs at MTR stations. At present, ATMs can be seen at KCR
stations, convenience stores and even hospitals. it is
expected that banks will keep on finding appropriate off-
branch locations to further extend their networks. In
selecting suitable positions, certain conditions have to
be met:,
1. high pedestrian flow
2. close to consumption areas
3. enough space to accommodate the machine
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4. accessible round-the-clock
5. no ATMs in the neighborhood
4.5 ATMs IN VESTIBULES
Most of the ATMs operated in Hong Kong are of
either lobby type or through-the-wall type which are
exposed in open areas day and night. Some concerns have
arisen due to this design. Users may feel that there is
not enough security protection when they do transactions
just standing in the street. In fact, there were cases
that users were robbed after they had received cash from
an ATM. Moreover, the need for a quiet, clean place free
of influence of weather conditions is observed.
Therefore, some American banks and local, service-
innovative banks have re-positioned their ATMs in a small
section inside their branches. The closed room is
separated from the public area by a glass door which can
only be unlocked with an ATM card. A better environment in
terms of lighting, security and sense of privacy has been
designed. However, some banks argue that this
modification just satisfies the psychological need of
customers who will still bear the risk of being robbed
after they leave the room. In addition, the operating
expenses will be much higher when the cost of occupying
the space is counted.
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4.6 ATM FEE
One characteristic of Hong Kong's retail banking is
that people have been accustomed to getting services free.
In view of the introduction of ATMs and the keen
competition in the industry, banks have to put more
investment on upgrading the electronic services. The
operating cost of running the ATM network thus rises
continuously. As a result, some banks have considered
changing their free service policy. The Hongkong Bank and
Hang Seng Bank now charge their cardholders $50 annually
whereas members of the JETCO network issue free ATM cards
to their clients. The annual payment made by cardholders
is more than symbolic as the total expenses for
maintaining ATM networks are far higher, though the
revenue can help ease the financial burden to a certain
extent. Initially, some bankers feared that paying for
ATM services would lead to a shrinkage of the customer
base as people may switch to other banks that require no
ATM fee. This belief has proved to be incorrect because
using the ATM has become part of people's daily life.
Most of them are willing to pay for convenient, efficient
service. Even some JETCO members believe that there is
certainly a trend of charging fees for banking services
and that no exception need be made for ATMs.
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CHAPTER V
THE ATM IN HONG KONG- AN OUTLOOK
The past tew years nave w.L uiit t:,t rru L_11_ (AV L.%.
development of ATM services in Hong Kong. At present,
almost every retail bank outlet has at least one ATM. In
fact, many of the existing ATMs are located-in non-bank
outlets. It seems that the development of ATMs in Hong
Kong has already come to saturation. However, the
professionals the authors have interviewed all feel
optimistic about the further development and growth of ATM
services in Hong Kong. In this chapter, the predicted
future developments of ATMs in Hong Kong will be
discussed. These predictions are based on overseas
experience, interviewees' professional opinions and the
local environment. Afterwards, a discussion of the impact
of these developments on Hong Kong's banking industry will
be presented.
5.1 FUTURE DEVELOPMENTS OF ATMs IN HONG KONG
Since the ATM involves much more than 'just a
machine, a discussion of its future developments in Hong.
Kong includes various aspects such as machine
characteristics, potential locations, network expansion,
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card functions and the number of machines.
5.1.1 Machine Characteristics
As far as machine functions are concernea,
technology has allowed almost every kind of transaction
currently performed by human tellers to be done on ATMs.
Currently, ATMs in Hong Kong provide cash withdrawal,
balance enquiry, inter-account transfer, credit card
payment, cash advance, check book order and deposit
services. A few ATMs even have passbook update functions.
Future ATMs will be able to provide various additional
financial services including advances for checking
accounts, coin dispensing, issuance of certificates of
deposit and traveller's checks, display of up-to-date
information in the money and capital markets, bank's
service enquiries, as well as payment of various bills
such as telephone and Towngas bills. However, although
technology has allowed these functions to be performed on
ATMs, their appearance will depend on the individual
banks' expectations of customer acceptance.
Regarding the machine features, 'pioneered by
Citicorp, the ATM of the next generation will make use of
the latest laser and touch-screen technology. The user
needs only to follow the instructions displayed on the
screen and touch the appropriate spot of the. screen for
the desired service. ATMs in the past could only display
information in the form of characters. The present *ATM
will be able to display high-resolution color graphics.
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It can even display the image of a lady who uses a soft
voice to teach users how to operate the ATM. Because of
the color graphics feature, future ATMs can also display
colorful and lively advertisements. They thus provide
banks with the opportunity to gain additional income by
charging monthly fees for those companies having their
advertisements displayed on the ATMs. When the ATM
develops to a stage where it can provide all the above
services, it would be more than just an automated teller
machine, and, as mentioned by the interviewees, it would
be more appropriate to call it a customer-interactive
terminal (CIT) or self-service terminal.
As mentioned in an early chapter, customers use
ATMs because they are efficient, convenient and reliable.
People can expect a predictable waiting time when they
queue up in front of an ATM. However, with the additional
features mentioned above, a full-service ATM will provide
a more complete range of services at the expense of
efficiency. The more options an ATM provides, the more
likely a customer will spend more time at the ATM because
he may want to perform several different transactions
while in the past, because of the limitation of choices,
he may just want to do one or two transactions. Besides,
the time customers spend on each transaction may also
increase because, unlike cash withdrawal and balance
enquiries which customers currently perform most, the new
functions will display much more complicated information,
such as the address of a particular store and the current
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prices of various stocks, wnicn taxes more time for u5e 5
to read. Therefore, a full-service ATM of the next
generation may mean much longer and unpredictable queuing
times. This will certainly discourage those time-
sensitive cardholders from using future ATMs. In view of
this, banks will consider thoroughly the advantages' and
disadvantages of installing the new generation of full-
service ATMs.
In fact, in the United States, there exist two
schools of thought regarding the functions of future ATMs.
While one school of thought predicts that more and more
functions will be added to an ATM, the other asserts that
ATMs with specialized functions will dominate the market.
These specialized ATMs may include cash dispensers,
balance enquiry terminals, coin dispensers, deposit
machines, bank's service inquiry terminals, consumer
information terminals and so on.
Most of the interviewees to whom the authors have
talked believe that specialized ATMs with only one
function are unlikely to appear in Hong Kong. They assert
that customers in Hong Kong usually do more than one
transactions at a time. The usual sequence is first
balance enquiry and then cash withdrawal. If one terminal
is specialized in cash dispensing and the other
specialized in balance enquiries, a customer.. wanting to
perform a sequence of transactions has to do them on
different terminals separately. The result will be a loss
of convenience and a waste rather than a saving of time.
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In addition, because of the small area and high rent or
space in Hong Kong, banks are unlikely to install two or
more specialized ATMs when they can provide the same
services with a single full-service ATM. In fact, the
major reason that some banks do not install ATMs in some
of their branches is the unavailability of enough space to
accommodate the machine and the safe attached to it. This
space issue further reduces the likelihood of the
appearance of specialized ATMs in Hong Kong.
Based on the interviewees' opinions and the local
situation, the authors believe that specialized ATMs with
a single function will not appear in Hong Kong. However,
as mentioned above, full-service ATMs with functions for a
wide range of financial and non-financial services also
give rise to several problems. Therefore, the authors
predict that, unlike the current phenomenon that almost
all ATMs perform the same set of functions, the future
ATMs in Hong Kong would be of three major types as
follows:
(1) ATMs providing only traditional retail banking
services
(2) ATMs providing services not provided by retail banks
today
(3) Full-service ATMs providing services delivered by
types (1) and (2) ATMs
The authors believe that type (1) ATMs will
dominate the market since they provide the traditional
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banking services, such as balance enquiries ana case
withdrawal, that customers have been used to for several
years. To solve the problem of long queues at ATMs, a
quick cash option has already been provided by some
banks in Hong Kong. This efficient function is likely to
be incorporated into each ATM of type (1).
ATMs in category (2) would provide such services as
consumer products advertisement, stock market information
and so on. Because of the nature of their services, it is
more appropriate to call them customer-interactive
terminals (CIT). For those locations with a limited
number of potential transactions, such as a rural or
suburban area that has few or no banks or a corporate
office, full-service ATMs (type (3)) will better serve
customers' needs.
5.1.2 Potential Locations
At present, some ATMs are already located in non
bank sites such as convenience stores and KCR stations.
Because of the high initial capital outlay of setting up a
new branch, banks are expected to put more emphasis on
installing ATMs in non-bank locations in order to provide
better service to their customers.
Because ATMs encourage impulse buying, the
installation of ATMs in retail outlets such as department,
stores, shopping malls, supermarkets and convenience
stores seems to be mutually beneficial to both the
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retailer and the bank. However, this arrangement is not
problem-free. Firstly, because the ATM is quite bulky,
retailers may find it difficult to provide sufficient
space for the machine and the safe attached to it.
Secondly, because some retail stores are not open 24 hours
a day, the ATMs in them are doomed to be underutilized.
On the other hand, banks have to devote extra human
resources to replenishing the cash in the machine and
escorting the cash to and from the ATM. This may not be
worthwhile as there may be another ATM belonging to the
same network nearby this is especially likely in Hong
Kong as there are over 1,200 ATMs in such a small area and
most of them belong to one of the two big networks- 510
ATMs in the Hongkong Bank network and 610 ATMs in JETCO.
In addition, the rent that banks have to pay to the
retailers incurs extra expenses. Besides, the EFTPOS
(Electronic Funds Transfer at Point of Sale) system, which
came in operation in June 1985 in Hong Kong and is known
as the Easy Pay System, is another potential hindrance to
the growth of ATMs in retail shops. The specific impact
of EFTPOS on ATMs in Hong Kong will be discussed in a
later section.
Although installing ATMs in the stations of public
transport systems such as Yaumati and Star Ferries and
Light Rail Transit (LRT) stations where there is high
pedestrian traffic is a more easily justified choice in.
view of the success of the Hang Seng Bank's ATMs in the
MTR stations, it still faces problems similar to those
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mentioned above.
In conclusion, although banks will install more and
more ATMs in non-bank outlets, their-attitude towards this
move is expected to be quite reserved. Besides, since an
ATM is a large capital investment, the authors expect that
the growth in the number of ATMs in non-bank locations
will be slow but steady.
5.1.3 Network Expansion
In addition to the expansion or zne two local
shared networks, Hong Kong's ATM networks also have the
potential to expand externally. Currently, Macau, Zhuhai
and Shenzhen are the only regions outside Hong Kong that
have Hong Kong's ATMs. To extend the network northward in
China is not technologically impossible. However, there
are so many problems associated with such a move that any
location north of Guangzhou is hardly justifiable. Before
discussing other issues, the authors would like to address
the problems of installing ATMs in areas north of
Guangzhou in China.
First of all, the currency used 'is an issue.
Because Hong Kong currency is not as widely accepted in
other parts of China as it is in the Guangdong Province,
the ability of tourists to withdraw cash in Hong Kong
currency in these regions is simply not very useful.
Secondly, the utilization rate of the machines is expected
to be low since, in any location in China, there are
hardly enough Hong Kong people to justify the installation
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of an ATM. This low utilization rate implies tnat the
cost per transaction will be high. Besides, since the
telecommunication system in China is not as advanced as
that in Hong Kong, additional technological barriers have
to be overcome before ATMs can be installed there.
Lastly, since ATMs need maintenance, cash replenishment
and other support services, the associated costs of an
ATM, in addition to its depreciation, are undoubtedly
high.
In view of the above factors and the high capital
commitment of an ATM investment, it is unlikely that the
ATMs people use in Hong Kong today will be seen in places
north of Guangzhou in China in the near future. One of
the interviewees has suggested the possibility of using a
satellite to link up overseas ATMs to Hong Kong's network.
It seems that this enables Hong Kong's banks to install
ATMs in other parts of Asia and even in other continents.
However, he agrees that this also has similar problems
facing those who want to install ATMs in regions north of
Guangzhou. It is obvious that not until these problems
are solved can Hong Kong's banks start installing ATMs in
places outside of Hong Kong.
Recently, the Hongkong bank has entered into an
agreement with Visa International and the Beijing
headquarters of the Bank of China on a plan to..provide ATM
services in China. Unlike the ATMs that are being used in
Hong Kong, these ATMs are aimed at serving foreign
tourists and the currency used will be either Renminbi,
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Foreign Exchange Certificates or traveller's checks in
foreign currency. This can be regarded as a breakthrough
in the concept of Hong Kong's ATMs that most people here
perceive. Since these ATMs target on the tourists, the
most likely locations are those that usually have a lot of
tourists such as Beijing and Shanghai. Since visitors in
Guangzhou usually go there for business purposes and Hong
Kong currency is widely accepted there, there is less need
for such a service there. These ATMs will be linked to
Visa's worldwide network and, when they come to operation,
will provide ATM services to every cardholder of Visa, ETC
or the Hang Seng Bank's ATM card. The authors believe
that, with such a pioneer move by the Hongkong Bank, other
banks in Hong Kong will closely monitor the results of
such a program and, if it turns out to be a success, may
follow suit. Therefore, the next decade may see a really
internationalized ATM network with Hong Kong's banks as
active participants.
5.1.4 Card Functions
Traditionally, ATM cards are useful only for the
operation of an automated teller machine.. Since June
1985, this concept, previously commonly held by people of
Hong Kong, has been changed by the introduction'of the
EFTPOS system, known as the Easy Pay System in Hong Kong,.
which allows cardholders to pay for goods automatically
with a debit card. At the end of 1985, Visa International
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started issuing PINs with its cards, thus enabling them to
be used in the same manner as debit cards in the Easy Pay
System. Since then, the functions- of debit and credit
cards have converged. Nowadays, for example, those
customers holding Visa cards issued by the Chase Manhattan
Bank can obtain cash advances from any ATM belonging to
the JETCO network (The Chase Manhattan Bank is a member of
JETCO). As can be seen today, the trend of converging
functions of debit and credit cards seems to continue.
Therefore, it is expected that the future will see less
and less difference between credit and debit cards.
Based on overseas experience and Hong Kong people's
sensitivity to and acceptance of new technology, the
authors expect that in the future Hong Kong will be
dominated by a sophisticated plastic card called the
"smart card". The smart card contains one or more
microchips and a microprocessor and can act as a tiny
personal financial computer, programmed to keep records of
an individual's bank and charge account balances and to
initiate funds transfers directly to merchants and
creditors. When used to pay for retail purchases, the
card can authorize the immediate transfer of money from
cardholder's bank accounts to those of the merchants. it
can also perform transactions on ATMs. Since the smart
card contains both debit and credit features, it can take
the place of checkbooks, credit cards and debit cards.
Because smart cards can retain permanent records
and updated balances for every transaction, they in effect
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become electronic payment diaries which will give
customers a convenient self-balancing record file, allow
merchants to run instant credit checks, and cut bankers'
overhead costs. With such a promising and wide range of
functions, the authors believe that they will become
commonplace substitutes for checks, ATM cards and credit
cards, and that this is just a matter of time. Since
experts in this field predict that the market is still
several years from reaching a significant volume, it will
take at least five years for the impact of smart cards to
be seen in Hong Konq.
5.1.5 Number of Machines
At present, there are about 1,200 ATMs in Hong
Kong. Although all the interviewees believe that the ATM
market is now far from saturated, there is one important
factor, besides those mentioned in section 5.1.2., that
may impact on their growth in numbers in Hong Kong this
is the EFTPOS system.
When the Easy Pay System was introduced in June
1985, the market response was not very satisfactory. This
is mainly because Easy Pay is a product that technology is
thrusting upon the public rather than something the public
has demanded. Another reason is that Hong Kong is,a cash-
oriented society. People feel much more comfortable when
they have cash in their pockets. Besides, the response
from the merchants was not promising either as it seemed
that it cost too much for the retailers who must pay a fee
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for every transaction.
However, after nearly three years of intensive
promotion, this concept is gaining more and more
acceptance, although still quite slowly. Due to the
popularity of debit and credit cards in Hong Kong, the
fact that no new cards are needed for customers to use the
system is certainly a major strength of this system. From
the retailers' viewpoint, Easy Pay helps to prevent fraud,
especially under-ringing- the process in which check-out
staff can pocket a portion of customers' cash payments
while ringing up reduced amounts on the till. It was
estimated that under-ringing alone takes a large amount of
the three per cent of sales that disappears through fraud
from Hong Kong shops each year. This appeal is believed
to enhance retailers' participation in Easy Pay, which in
turn increases the convenience of such a system.
When Easy Pay becomes more popular and is
extensively endorsed by retailers, the need for ATM
cardholders to withdraw cash for shopping will obviously
decrease and this will be a deterrent to growth in the
number of ATMs in Hong Kong. However, as pointed out by
most of the interviewees, unlike overseas, Hong Kong is
still a cash-based society. The culture and the buying
habits of the people here will not change rapidly.
Therefore, Easy Pay's impact on the automated teller
machines will not be great in the near future. All things
considered, the authors expect that there will be a steady
growth in the number of ATMs in Hong Kong.
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5.2 THE IMPACT OF THE FUTURE DEVELOPMENTS OF THE ATM
ON HONG KONG'S BANKING INDUSTRY
As ATM and credit card functions converge, the
difference between the two will become less significant
because they both perform similar transactions. On the
other hand, electronic banking transactions performed
outside the banks seem likely to rise substantially. With
these recent developments, the nature of competition among
banks, particularly in the area of retail banking and the
daily operations of banks, are expected to alter in
future.
First, banks or financial institutions which offer
credit cards without ATM functions will become less
competitive in the retail banking market. Therefore, more
and more consumer banks will offer these facilities and
treat the two functions as an integrated system of
activities.
Second, with the increasingly important role of
ATMs in daily transactions, developments in'technology and
systems will be given more emphasis than ever before.
However, traditional courteous and personalized services
will not be neglected, as many transactions will still
have to be carried out over the counter, especially for
the older generation customers in those local Chinese
banks which have long put great emphasis on customer
relationships and personalized services.
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Third, with the increasing pervasion of ATM
services and an internationalized ATM network, the
traditional concept of bricks-and-mortar banking will also
be changed. Since financial service delivery goes beyond
bank premises, the expansion of branch networks will be
viewed by bankers from very different perspectives. They
will consider more the totality of the service delivery
system rather than individual branch locations or a
network of branches. On the other hand, the role of each
element in the whole service delivery system may need to
be redefined and the resources may be allocated
differently according to the new definition. For example,
with the increasing popularity of the EFTPOS system, the
role of a branch may be different from that which has been
expected before.
Fourth, banks may find themselves processing less
checks than before as customers come to rely more on
paperless and checkless transactions at EFTPOS outlets.
Whether this will eventually lead to the emergence of a
checkless society that Visa International has intended
to create when they planned the global network is unclear
at the present stage.
Fifth, since setting up a new branch is so costly
and banks would like to continuously improve the services
delivered to their customers, ATMs at non-bank sites are
expected to increase steadily. With the addition of the
EFTPOS services, banks will become more and more
diversified in terms of their service locations and the
57
traditional concept "banking services only in banks" will
be further dissolved. Besides, in addition to providing
services to merchants, banks will find themselves
cooperating with merchants more than ever before as they
need the merchants' cooperation to provide space for their
ATMs and participate in the EFTPOS system.
Lastly, traditionally banks only provide financial
and financially-related services. With the latest
technology enabling ATMs to display advertisements and
consumer products information, the term banking services
is expected to be interpreted in a broader way than it is
nowadays.
In summary, with the converging functions of ATM
and credit cards, consolidation and expansion of the
gradually internationalized shared ATM networks, and the
rising market acceptance of the EFTPOS system, the
competition among banks will take a different form.
Formerly, they competed independently against each other
for customers by providing different services. At
present, they are working together for the creation of a
more extensive and integrated service delivery system.
Therefore, it is likely that the future will see banks
competing for new customers by differentiating themselves




Hong Kong people nave been regaraea as riexiDie ana
responsive when they encounter any changes in the
community. This attitude partly accounts for the success
of the continuous evolution of the retail banking
industry one striking area is the ATM services. It has
been only nine years since the first ATM in Hong Kong
began operating in 1979. During this short period of
time, electronic services have gone through their
development stage and now play an important role in
undertaking routine banking transactions. For some banks,
the amount of cash withdrawn from the machines has
exceeded that delivered through human tellers. The
situation reflects the fact that the majority of the
public have accepted the self-service concept as part of
their banking habits. Certainly, customers' need for more
ATM services will become stronger. Driven by the high
acceptance and the increasing demand, bankers have greater
confidence in further improving their ATM services in the
future.
With the introduction of the ATM, banks themselves
have undergone certain changes in various operational and
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strategic planning aspects. However, different banks have
different perceptions of the impact of the ATM depending
on such factors as their market position, their policy on
this service, their involvement in this field and so on.
The results of this study reveal that it is not unusual to
have great difference in opinion on a single issue.
Moreover, the changes occurred may not be entirely due to
the existence of the ATM as many external and internal
conditions have exerted their influence on the banks. As
a result, it is, difficult to judge the unique effect
brought about solely by the ATM. In spite of the
divergence of opinion, some major aspects such as
branching strategy, marketing strategy, security and so on
have been discussed. It can be said that the overall
impact pushes the banks further to enhance their services
with more utilization of electronic technology. In
general, the introduction of ATM services helps reduce the
pressure of expanding conventional operations of banks
such as opening new branches and increasing the number of
counters. On the other hand, banks have to continue to
invest large amounts of resources in terms of money,
people and time in upgrading their ATM facilities.
Bankers believe that the initial capital investment in an
ATM is certainly far higher than that of hiring tellers
instead to carry out the transactions. Despite the high
cost, having an ATM network is still regarded as necessary
when other intangible benefits are taken into account.
Some of the benefits brought about by providing ATM
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services include better customer service, maintaining
competitiveness, catching up with the market trend and
enhancing their marketing effort to a certain extent.
The expansion of the ATM networks in Hong Kong is
likely to continue at a steady rate but not as rapidly as
before. There are many ways for extending ATM networks
both locally and internationally. In Hong Kong, other
than branches, ATMs may be installed at non-bank outlets.
However, bankers are quite conservative in this area of
development as suitable locations must meet certain
conditions, and the operation will be even more expensive.
Thus, installing ATMs at non-banks sites is still in the
experimental stage.
Although expanding the local ATM network to foreign
countries is technologically feasible, there are many
problems relating to currency, utilization and maintenance
which have to be resolved before any development can be
realized. However, the expansion can occur in the form of
collaboration between two networks. Now, the Hongkong
Bank allows Visa and MasterCard holders to withdraw cash
from its ATMs. In the same manner, Hong Kong's credit
card holders can enjoy the same service in overseas
countries where the two global credit card networks have
their ATMs being operated. In the future, more local
networks may be incorporated into international networks
but it is likely that only credit cards can be used to get
access to these facilities over the world. The ATM card,
a kind of debit card, can function only in the local
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shared network it belongs to. On the other hang, some
international banks may improve their service by linking
their own networks in Hong Kong to their overseas
counterparts.
Other than the network expansion, ATM services can
be improved by increasing the capability and efficiency of
the whole system. Existing ATMs will be replaced with new.
models which can process transactions even faster. There
will also be different types of ATMs performing different
functions. Besides those providing full services, some
ATMs will have specialized functions so that the
processing time can be reduced further.
Although the credit card has gained increasing
acceptance over the past few years, the importance of the
ATM will continue to rise as Hong Kong is still a cash-
oriented society. However, on the road towards a cashless
society, the difference between the functions of an ATM
card and a credit card will become less and less obvious
as a result of the advanced technology and the innovative
services offered by financial institutions. Some day in
future, people may have to carry only one plastic card to
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